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INTRODUCTION

The Uncompensated Care Pool (UCP), within the Uncompensated Care Trust Fund, is
administered by the Division of Health Care Finance and Policy (DHCFP) under Chapter
118G, Section 18 of the Massachusetts General Laws.

The Uncompensated Care Pool (UCP) is funded by $215 million in hospital assessments,
$100 million in surcharges on payers of hospital bills, and $30 million from federal
financial participation. From this trust fund, DHCFP reimburses acute care hospitals and
community health care centers for eligible services provided to uninsured and underinsured
residents of the Commonwealth. Total allowable free care costs expended in hospital fiscal
year 1998 consisted of $307 million to acute care hospitals, $16 million to community
health care centers, $2.4 million for demonstration programs, and $19.4 million in
Reserves. (See Exhibit 111)

The Special Commission on Uncompensated Care, in its report dated February 3, 1997,
recommended a number of changes to the Uncompensated Care Pool through proposed
legislation. In addressing the recommendations and proposed changes of the Commission,
the Legislature passed Chapter 47 of the Acts of 1997 “An Act Assisting in Making Health
Care Available to Low Income Uninsured and Underinsured Residents of the
Commonwealth”. The provisions of Chapter 47 were implemented through Chapter 118G
of the Massachusetts General Laws and the Code of Massachusetts Regulations 114.6.

The Division of Health Care Finance and Policy and the Massachusetts Hospital
Association anticipate that the initiatives implemented as a result of the passage of Chapter
203 of the Acts of 1996 and Chapter 47 of the Acts of 1997 will significantly reduce the
uncompensated care shortfall over time. Such initiatives included the infusion of direct
pool payments by third parties (surcharge) amounting to $100 million; resulting in reducing
hospital pool assessments by the same, increased state funding from $15 million to $30
million, a federal funds transfer deemed to reduce pool demand by $70 million and, lastly,
decreased demand on pool resources due to Medicaid expansion.

AUDIT RESULTS

1. Corrective Action Taken on Prior Audit Results: We conducted a follow-up
review of the Uncompensated Care Pool (UCP) deficiencies noted in our audit report of
the Department of Medical Security (DMS). The DMS was the former administrator of
the Uncompensated Care Pool. On July 1, 1996, the responsibility for the
administration of the Pool was transferred to the newly created Division of Health Care
Finance and Policy within the Executive Office of Health and Human Services. The
results of our review follow:

a) Inadequate Enforcement of Compliance Liability Payments Resulted in Approximately $2
Million in Uncollected Funds: The prior review disclosed that 23 hospitals had compliance
liabilities outstanding and that 10 of these hospitals were not in compliance with their
payment agreements, with 7 hospitals not making any payment during fiscal year 1995. We
recommended that the Division of Health Care Finance and Policy, as the successor entity,
enforce compliance liability payments. Our follow-up review revealed that:

e One hospital, owing $145,235 as of September 30, 1998, paid the liability in full
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on March 9, 1999.

¢ One hospital, owing $833,124, is on a quarterly payment plan and is current on
payments.

¢ One hospital, owing $227,087, is delinquent on payment. The hospital filed for
bankruptcy in February 1999. The Division has scheduled meetings with hospital
personnel and their attorneys to discuss these obligations.

e One hospital, owing $3,684,484, closed in 1994 and DHCFP is participating in a
legal dissolution of the assets.

o The compliance liabilities for the remaining 19 hospitals have been liquidated.

b) Unnecessary Free Care Payments Were Made to Community Health Centers (CHC):

The prior review disclosed that DMS, contrary to 117 CMR 8.04(2), did not request
the medical record numbers of all patients being billed under the Uncompensated
Care Pool (UCP) each month by the Community Health Centers. The report stated
that since DMS did not enforce its own reporting requirements, no mechanism
existed to compare the medical record numbers of patients of the UCP and the Center
Care Program to identify and eliminate duplication. As a result, DMS could not
assure that CHC’s were not billing UCP and the Center Care Programs for the same
patients. Our follow-up review revealed that the criteria for determining eligibility
for free care at acute care hospitals and freestanding community health centers has
been revised under DHCFP. According to 114.6 CMR 10.04(3)(b)(3), a patient
enrolled in programs administered by the Department of Public Health such as Center
Care, and who meets the UCP Free Care income eligibility criteria, may be eligible
for Free Care for those Medically Necessary Services not covered by these programs.

Unassessed Surcharges Resulted in Approximately $740,000 in Lost Revenue to the
UCP: The prior review disclosed that, contrary to General Laws, Chapter 118F,
Section 15 and 117 CMR 7.04, DMS did not assess surcharges to any hospitals that
were delinquent in paying their liabilities for fiscal year 1995. We recommended that
DHCFP, as the new administrator of the UCP, assess surcharges to all hospitals that
were delinquent in payment of their UCP liabilities. In addition, we recommended
that documentation be maintained by DHCFP for all waivers granted to those
hospitals having financial difficulties. Our follow-up review revealed that the DMS
regulation, established for enforcing UCP liability payments by assessing surcharges
to hospitals for liabilities that were outstanding in excess of 45 days, was rewritten by
DHCFP. In the new regulation, 114 CMR 11.04, the term surcharge is now known as
penalties and interest, as the definition of surcharge has taken on a new meaning.
The new regulation provides for certain penalties and interest to be charged for
delinquent hospitals and discretion, by DHCFP, to reduce such penalties after
considering the hospital’s payment history, financial situation, and relative share of
payments to the UCP. In addition, the extension of payment schedules may be given
to hospitals pursuant to certain criteria and lastly, the regulation provides for
notifying the Division of Medical Assistance to offset payments on the claims of
hospitals or surcharge payers in the amount owed to the UCP, if such entities fail to
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make scheduled payments and/or maintains an outstanding obligation to the Pool for
more than 45 days. As a result of these revised regulations, several payment plans
were implemented and outstanding liabilities to the UCP have consistently decreased
since July 1996. As of the date of our audit, only one hospital is delinquent. This
hospital filed a Chapter 11 bankruptcy petition in February 1999.

2.Improvements Needed in Monitoring and Auditing Controls over Hospitals and
Community Health Centers: DHCFP did not establish adequate auditing controls over
UCP, such as the formal scheduling and performance of reviews and audits of
participating hospitals and community health centers. Specifically, we found that only
one limited scope audit had been conducted of the 77 participating hospitals, and three
limited scope audits of the 31 community health centers had been performed, with two
of the reports completed and issued. At the exit conference, the Executive Secretary of
the Division of Health Care Finance and Policy indicated that the Division was in
agreement with the audit results as presented and chose not to respond in writing.

EXHIBITS
Exhibit | — Glossary of Definitions Used in Auditor’s Report
Exhibit Il — Historical Analysis of the Uncompensated Care Pool

Exhibit 11 — Sources and Uses of Funds of the Uncompensated Care Pool,
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INTRODUCTION

Background

The Uncompensated Care Pool (UCP), within the Uncompensated Care Trust Fund, is administered
by the Division of Health Care Finance and Policy (DHCFP) under Chapter 118G, Section 18 of the
Massachusetts General Laws.

The UCP is funded by $215 million in hospital assessments, $100 million in surcharges on payers of
hospital bills (primarily insurance companies and HMOs) and $30 million from federal financial
participation (FFP) which is passed through the Division of Medical Assistance and the general fund.
From this trust fund, DHCFP reimburses acute care hospitals and community health care centers for
eligible services provided to uninsured and underinsured residents of the Commonwealth. Total
allowable free care costs expended in hospital fiscal year 1998 consisted of $307 million to acute care
hospitals (Exhibit 1V), $16 million to community health care centers (Exhibit 111 & V1), $2.4 million for
demonstration programs (Exhibit I11), and $19.4 million held in Reserves (Exhibit I11).

The UCP was established in 1985 under the auspice of the Rate Setting Commission, to more
equitably distribute the financial burden of free care and bad debt, known as uncompensated care,
provided by acute hospitals across the state. The responsibility for the administration of this fund was
transferred to the Department of Medical Security by Chapter 23 of the Acts of 1988, the Health Security
Act. On July 1, 1996, the Department of Medical Security and the Rate Setting Commission were
consolidated to create the Division of Health Care Finance and Policy within the Executive Office of
Health and Human Services. In accordance with Chapter 118G of the Massachusetts General Laws, the
administration of the uncompensated care pool was transferred to this newly created division.

Chapter 118G, Section 18 of the Massachusetts General Laws authorized DHCFP, as administrator of
the uncompensated care pool, to develop regulations necessary to manage the pool that include, but are

not limited to:
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Detailing the definition of free care, including, but not limited to, defining the qualifications of
eligible persons and the scope of eligible services, setting standards for reasonable efforts to
notify uninsured or underinsured persons of the various insurance options as well as the
availability of free care, and setting standards for reasonable efforts to collect costs of emergency
care and setting standards to determine medical hardship, that include the review of
determinations of eligibility for free care and the establishment of penalties for acute hospitals or
community health centers upon audit that show an excessive rate of incorrect eligibility
determinations. In addition, regulations to develop and implement methods and procedures to
verify the eligibility of individuals for free care to assure that other coverage options are utilized
fully before free care is granted.

Detailing appropriate mechanisms for the determination of payments subject to surcharges that
includes requirements for data to be submitted by such surcharge payors and a determination of
the surcharge percentage to be applied to all payments that are subject to a surcharge, that will
generate $100 million in revenues. In addition, regulations providing for an appropriate
mechanism for enforcing a surcharge payors liability to the pool in the event that a surcharge
payor does not make a scheduled payment to the pool.

Requiring data submissions from acute hospitals and community health centers that the division
determines necessary to efficiently and effectively administer the pool, that includes setting pool
audit standards and enforcement mechanisms such as a claims adjudication process for payments
from the pool for noncompliance.

Detailing appropriate mechanisms for the interim determination and payment of an acute care
hospital’s liability to and from the pool, that includes a regulation for enforcing an acute care
hospital’s liability to the pool in the event that an acute care hospital does not make a scheduled
payment to the pool, that may include the assessment of interest on any unpaid liability.

Overview of Eligibility Requirements to Receive Free Care

The eligibility categories, under 114 CMR 10, to qualify for free care from the Uncompensated Care

Pool, consist of: Full Free Care, Partial Free Care, Medical Hardship and Emergency Bad Debt.

To be eligible for Full Free Care, a patient must be: (a) a Massachusetts resident whose family

income is equal to or less than 200% of the Federal Poverty Income Guidelines, or (b) a non-

Massachusetts resident who receives emergency or urgent care and whose family income is equal to or

less than 200% of the Federal Poverty Income Guidelines, or (c) a person who receives benefits from

Healthy Start, Center Care, or Emergency Aid to the Elderly, Disabled and Children (EAEDC) programs

for Medically Necessary Services not covered by these programs, or (d) a participant in the Children’s

Medical Security Plan whose family income is equal to or less than 200% of the Federal Poverty Income

Guidelines.
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To be eligible for Partial Free Care, a patient must be: (a) a Massachusetts resident whose family
income is from 201% to 400% of the Federal Poverty Income Guidelines, or (b) a non-Massachusetts
resident receiving Emergency or Urgent Care whose family income is from 201% to 400% of the Federal
Poverty Income Guidelines or (c) a participant in the Children’s Medical Security Plan whose family
income is from 201% to 400% of the Federal Poverty Income Guidelines.

To be eligible for Medical Hardship, a patient must be: (a) a Massachusetts resident, at any income
level, whose Allowable Medical Expenses have so depleted the family’s income and resources that he or
she is unable to pay for Medical Necessary Services, or (b) a non-Massachusetts resident receiving
Emergency or Urgent Care, at any income level, may qualify for Medical Hardship if Allowable Medical
Expenses have so depleted the family’s income and resources that he or she is unable to pay for Medical
Necessary Services.

To be eligible for Emergency Bad Debt, a receivable must meet the following conditions: (a) the
patient must be uninsured for the services provided; (b) the patient must have received Emergency Care;
(c) the patient’s condition must be determined by the hospital to require Emergency Care and in the
Hospital’s Credit and Collection Policy; and (d) the Hospital establishes that appropriate collection action
was taken pursuant to written credit and collection policies that meet certain filing and content
requirements of DHCFP, that includes the hospital’s policy on the classifications which qualify as
Emergency Care and Urgent Care.

Overview of Uncompensated Care in Massachusetts

Section 33 of Chapter 203 of the Acts of 1996 states;

“It is hereby found and declared that the access of residents of the commonwealth to basic health
services is a natural, essential, and unalienable right which is protected by Article I of Part the First of
the Constitution;

There live within the commonwealth many thousands of persons who lack access to basic health care
services because they are not able to purchase health care insurance at a reasonable price or because
they are restricted from purchasing health insurance by the practices of the insurance industry;

Such lack of access to health care negatively affects the health status of the uninsured in the
commonwealth by the delay or lack of medical treatments, thereby increasing the incidence of disease
and illness in the commonwealth;
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The cost of providing hospital care to the uninsured is a burden on the taxpayers and certain

businesses in the commonwealth;

Most businesses in the commonwealth assist their employees in the purchase of health care insurance

and that many other businesses are precluded from providing such assistance because of economic

and cost concerns;

The inability of certain businesses to offer health insurance benefits to their employees is a hindrance

to their ability to compete for capable employees in the labor market and therefore has a negative

economic impact on the commonwealth;

Therefore, it is found it is in the public interest of the commonwealth to promote the accessibility of

health care services for all its citizens, public purpose for which public money may be expended.”

Section 30 of Chapter 203 of the Acts of 1996 directed the Special Commission on the
Uncompensated Care Pool to “develop a suitable plan for dealing with both the issues of fair and
equitable assessment to pay for uncompensated care, and the fair and equitable distribution of any
assessment, while balancing the interests of providers, payers, consumers, employers and the
Commonwealth.” Certain considerations also included meeting the requirements of federal financial
participation (FFP) and exemption from the Employee Retirement Income and Security Act (ERISA)
preemption. ERISA preempts states from enacting legislation that affects employer health plans that
choose to self-insure. Approximately half of Massachusetts workers are covered by self-insured plans.
Pool payments are eligible for federal matching because they are funded by federally permissible provider
taxes and they qualify for Medicaid reimbursable payments to hospitals that treat a disproportionate share
of low-income patients. In order to retain the current level of federal matching funds generated by the
Pool, mechanisms for Pool financing and reimbursement of hospital uncompensated care must adhere to
both federal disproportionate share hospital laws and permissible provider tax laws. Pool payments
qualify as legitimate Medicaid payments to disproportionate share hospitals because they reimburse
legitimate free care to low income patients. Pool assessments qualify as a legitimate funding source by

meeting the federal definition of a permissible provider tax; that is, the assessments must be broad-based,

bona fide and uniform.
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The commission found, through consultation with interested parties and the conducting of research
and analysis, that:

a) 90,000, or two thirds, of the 135,000 uninsured children in the commonwealth live in families
with incomes below 200% of the Federal Poverty Level (FPL).

b) 235,000, or 45% of the 518,000 uninsured adults have family incomes below 200% FPL, and of
these 126,000, or 54%, are employed.

c) 72% of Pool patients treated at hospitals that serve primarily low-income patients have family
incomes under 133% of the Federal Poverty Level (FPL). 5% had incomes between 133% and
200% FPL. Income data was unavailable for 18%.

d) 77% of Pool patients treated at other hospitals had incomes below 133% FPL, 8% had incomes
133% to 200% FPL, and income data was unavailable for 4%.

The Commission evaluated the extent to which the current pool assessment and shortfall on the acute
hospital’s financial condition as well as the financial condition of various third party payers in
considering future options and developing policies for the future. The Commission also considered
initiatives under development or consideration at the time that were expected to reduce the need for free
care at hospitals and community health centers. These initiatives included the following:

a) Chapter 203 of the Acts of 1996 authorized the Commonwealth to implement a combination of
programmatic reforms intended to increase health care coverage substantially among the
Commonwealth’s neediest populations, thus reducing the need for free care at hospitals and
community health centers. The majority of reforms authorized in the Act were approved by the
U.S. Department of Health and Human Services in April, 1995 under a Medicaid research and
demonstration waiver granted in accordance with section 115 of the Social Security Act.

b) The Commonwealth plans to access new federal funds through an intergovernmental funds
transfer to make supplemental payments totaling $70 million to the Boston Medical Center and
the Cambridge Hospital to pay for free care provided by these facilities and their community
health centers. These facilities provide a major portion of uncompensated care from the pool
since they incur the highest uncompensated care charges of all the acute care hospitals.

The Commission issued its report on February 3, 1997, along with recommendations and a text of

proposed legislation addressing the present and future requirements of the Uncompensated Care Pool.

Overview of the Sources and Uses and Calculation of the Uncompensated Care Pool Fund

During the course of the Hospital Fiscal Year, (October 1, 1997 to September 30, 1998) the

Uncompensated Care Pool collected $215,000,000 from Acute Care Hospitals and $103,236,203 from
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Surcharge Payers. The Commonwealth of Massachusetts transferred $30 million from FFP
reimbursement bringing the total sources of funds to $348,236,203 (Exhibit I11). Due to the fact that the
Uncompensated Pool pays hospitals for free care prior to receiving hospital assessments, and only collects
payments from hospitals in net amounts, the Commonwealth advances the Uncompensated Care Pool $30
million at the beginning of each State Fiscal Year with the stipulation that the funds be returned to the
general fund by June 30"

The disbursements consist of payments to acute care hospitals, Community Health Care Centers and
to other qualified providers of health care for demonstration projects. During the course of the hospital
fiscal year, acute hospitals are reimbursed monthly on an estimated basis for the free care provided; and
these hospitals are billed for their estimated liability to the Pool. The amount the hospitals receive during
the year equals the total pool less amounts withheld for payments for payments to Community Health
Centers for free care, estimated Demo-project payments and Reserves for doubtful accounts and
expenses. Upon final settlements, unspent amounts withheld and reserves are released to the hospitals. In
the event that there exists a shortfall of pool revenue in any fiscal year to cover allowable free care
payments, the DHCFP is required to allocate payments so that hospitals with the greatest proportional
requirement for pool income receive a greater proportional payment from the Pool.

The gross proceeds paid to hospitals are eligible for FFP Funds, which are reimbursed to the State at a
level of fifty percent.

The calculations of the uncompensated care pool for each hospital are complex. Each acute care
hospital has both a liability to the UC Pool and a liability from the UC Pool. (Exhibit V)

a) Liability to the UC Pool: Each hospital’s liability to the UC Pool is based on a mathematical

formula set forth in Chapter 118G, Section 18(e) of the Massachusetts General Laws. Each

hospital’s private sector charges are divided by the all hospital’s private sector charges. This ratio
is then multiplied by the level of private sector liability established by the legislature as follows:

Individual Hospital Private Sector
Charges (X) [Private Sector Liability] =  Hospital Liability to the
UC Pool

All Hospitals’ Private Sector Charges
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The Private sector liability is set by the legislature and for recent years it has been $215 million.

b) Liability from the UC Pool: The UC Pool liability to each hospital is based on a mathematical
formula set forth in Chapter 118G, Section 18(h) of the Massachusetts General Laws. Free care
compensation from the UC Pool is based on a mathematical formula composed of free care
charges, cost to charge ratio and the UC Pool shortfall. Total free care charges consists of two
components. The first component relates to hospital services provided to individuals who meet
the DHCFP’s income criteria, qualifying them for free care. This component is made up of full
free care, partial free care and medical hardship. Patients are eligible for free care if their family
income is less than 200% of the Federal Poverty Level (FPL). Partial free care (subsidized care)
is available to those patients with incomes between 200% and 400% FPL. Medical hardship
consists of those patients whose medical bills are so high that they could not possibly pay them.
The second major component of free care is qualifying bad debt. The UC Pool reimburses
hospitals for the bad debt resulting from emergency care provided to uninsured individuals where
diligent hospital collection actions have failed. Each hospital’s reported free care charges are
added to emergency bad debt yielding the total free care charges. The product of this sum and the
cost to charge ratio is designated as the total allowable free care charges. Because the total
allowable free care charges for all hospitals exceeds the $345 million UC Pool, a shortfall
adjustment is made, resulting in the adjusted free care charges. The steps for calculating the
liability from the UC Pool for each hospital is as follows:

Step: 1 Free Care Charges (+) Emergency Bad Debt = Total Free Care Charges
Step: 2 Total Free Care Charges (x) Costto Charge Ratio = Total Allowable Free Care
Charges
Step: 3 Total Allowance Free (-) Shortfall Allocation = Adjusted Free Care
Care Charges Charges

The final settlement of the pool’s liability to a hospital equals the product of allowable actual free
care charges, adjusted for any audit findings, less the shortfall allocation amount, multiplied by its final
cost to charge ratio.

Legislative History

Since 1985, the year in which the UCP was created, the state legislature has enacted important
legislative measures that together have had an enormous impact on the UCP. As shown below, the
history of the legislation continues to evolve around the changes in the state health care landscape.

Chapter 574 of the Acts of 1985 established the UCP to provide access to health care for low-income
uninsured and underinsured residents of the Commonwealth. The Act developed the funding mechanism

to assist acute care hospitals and their affiliated community health centers in covering the cost of caring
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for the uninsured, and to eliminate financial disincentives a hospital might have to provide such care. The
Rate Setting Commission was assigned the administrative responsibility of the UCP fund.

Chapter 23 of the Acts of 1988 amended the UCP by setting a limit on private sector liability, which
in fiscal year 1988 was capped at $325 million. A reduction in the cap through fiscal year 1990 brought
the private sector liability to $315 million, where it has remained every fiscal year except 1992. Chapter
23 also made the Commonwealth liable for a portion of any shortfall, subject to the appropriation process.
The Act also transferred administrative responsibility for the Uncompensated Pool from the Rate Setting
Commission to the Department of Medical Security.

Chapter 495 of the Acts of 1991 brought significant changes to the UCP. The Act deregulated acute
care hospital charges and allowed hospitals to contract with all payers. A new provision restricted UCP
reimbursement to free care and to bad debts generated from emergency services provided to uninsured
patients. Losses associated with bad debts for insured individuals and non-emergency services for
uninsured individuals, not eligible for free care, would be absorbed by the hospitals that incurred them.
Chapter 495 instituted the Greater Proportional Requirement method which states that “hospitals with the
greater proportional requirement for Pool income shall receive a greater proportional payment from the
Pool”. The Act also repealed the provision calling on the State to cover a portion of any shortfall. The
Act authorized an explicit surcharge on hospital bills but, a year later, Chapter 289 of the Acts of 1992
repealed this authorization. The pool contributions were recast as hospital assessments for which
hospitals were expected to pass on the cost of these assessments through the negotiating process with
payers. Lastly, Chapter 495 made freestanding community health centers eligible for payments from the
UCP.

Section 30 of Chapter 203 of the Acts of 1996 created the Special Commission on Uncompensated
Care. The legislature established the Commission to:

a) to develop a suitable plan for dealing with both the issues of fair and equitable assessment to pay
for uncompensated care, and the fair and equitable distribution of any assessment,

b) to include in said plan authorization for the Division of Medical Assistance to implement a
program of employer tax credits and employee subsidies to encourage the purchase of group
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health insurance; provided, however, that the said program shall be financed, in part, by the
Uncompensated Care Trust Fund or other new sources of revenue, and

c) to prepare legislation which will implement the plan.

The Commission issued their report on February 3, 1997 with a summary of its recommendations and
a text of proposed legislation.

Chapter 47 of the Acts of 1997 amended Massachusetts General Laws, Chapter 118G, by introducing
surcharges as a major source of funds for the UCP. The Act was based on proposed legislation contained
in the final report published by the Special Commission on Uncompensated Care on February 3, 1997.
Under this Chapter, the term surcharges takes on a new and different meaning from the previously
definition under Chapter 118F, Section 15 of the Massachusetts General Laws. All payments subject to
surcharge consist of all amounts paid, directly or indirectly, by surcharge payers to acute hospitals for
health services and ambulatory surgical centers for ambulatory surgical center services. However,
payments subject to surcharge shall not include a) payments, settlements, and judgments arising out of
third party claims for bodily injury which are paid under the terms of property or casualty insurance
policies and b) payments made on behalf of Medicaid recipients, and/or Medicare beneficiaries.
Surcharge payers consist of a individual or entity that pays for or arranges for the purchase of health care
services provided by acute hospitals and ambulatory surgical center services but does not include Title
XVIII and Title XIX programs and their beneficiaries or recipients, and the workers compensation
program established pursuant to Chapter 152. By assessing a surcharge on third-party payments, $100
million will be generated as a source of funds for the pool.

The Act also provided for increasing the state’s use of federal matching funds from $15 million to
$30 million and an additional $70 million to come from a federally financed intergovernmental transfer
(ITG) to be used specifically to cover allowable uncompensated care costs of Boston Medical Center and
The Cambridge Hospital, two facilities that provide a major portion of uncompensated care. (Exhibit I1)

The Act also sets the private sector liability for the uncompensated pool at $315 million from FY

1998 through FY 2002.
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The Act provided for the revival of the Special Commission, established by Section 30 of Chapter
203, if at any time the Division of Health Care Finance and Policy estimates and certifies to the Executive
Office of Health and Human Services and the Committee on Health Care that uncompensated care
revenues, excluding any revenue in the MassHealth account, are less than 75% of allowable free care cost
or greater than 125% of allowable free care cost.

Audit Scope, Objectives, and Methodology

In accordance with Chapter 11, Section 12, of the Massachusetts General Laws, we have conducted
an audit of the UCP, within the Uncompensated Care Trust Fund, administered by the Division of Health
Care Finance and Policy, for the period October 1, 1997 to September 30, 1998. Our review was
conducted in accordance with applicable generally accepted government auditing standards.

The specific objectives of our review were to assess management’s control systems over:

a) eligibility requirements of individuals requesting free care,

b) reporting requirements of acute hospitals and community health centers,

c) payments from the Uncompensated Care Pool to acute care hospitals and community health
centers,

d) revenues produced from acute hospital assessments and surcharges,

e) monitoring and auditing activities by DHCFP over the acute hospitals and community health
center free care accounts to determine compliance with promulgated regulations, and

f) policies and procedures implemented by DHCFP to ensure compliance with applicable laws and
regulations.

Secondly, we determined whether DHCFP had addressed the Office of the State Auditor’s (OSA)
audit results related to the UCP noted in our prior audit of the Department of Medical Security.

Third, we determined whether DHCFP had addressed the recommendations stated in the Report of the
Special Commission on Uncompensated Care issued on February 3, 1997.

To meet our objectives, we interviewed DHCFP officials and reviewed relevant laws and regulations.
We then assessed the system of administrative and accounting controls established by DHCFP over the

UCP to obtain an understanding of the control environment and the flow of transactions through the fund.
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We then used this assessment in planning and performing our audit tests. We also examined DHCFP’s
Monthly Calculation Reports and the documentation supporting the Uncompensated Care Reimbursement
System consisting of billings and collections from acute care hospitals, allowable free care charges and
the cost to charge ratio calculations to insure that the gross liability to the pool and the gross liability from
the pool for each hospital was computed correctly. In addition, we reviewed documentation supporting
payments to Community Health Care Centers.

We reviewed the Report of the Special Commission on Uncompensated Care dated February 3, 1997
and reviewed follow up action taken by DHCFP to address the recommendations in the report.

Based on our audit, we determined that, except for the matters described in the Audit Results section,
the Department of Health Care Finance and Policy has maintained the accounting records of the UCP in
accordance with the prescribed requirements and has complied with laws and regulations for those areas

we reviewed.
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AUDIT RESULTS

1. Corrective Action Taken on Prior Audit Results

We conducted a follow-up review of the Uncompensated Care Pool (UCP) deficiencies noted in our
prior audit of the Department of Medical Security (DMS). DMS was the former administrator of the
UCP. On July 1, 1996, the responsibility for the administration of the UCP was transferred to the newly
created Division of Health Care Finance and Policy within the Executive Office of Health and Human
Services.

The results of our review follow:

a) Inadequate Enforcement of Compliance Liability Payments Resulted in Approximately $2

Million in Uncollected Funds: The prior review disclosed that 23 hospitals had compliance liabilities

outstanding, and 10 of these hospitals were not in compliance with their payment agreements, with 7
hospitals not making any payment during fiscal year 1995. We recommended that the Division of Health
Care Finance and Policy, as the successor entity, enforce compliance liability payments. Our follow-up
review revealed that:

e One hospital, owing $145,235, as of September 30, 1998, paid the liability in full on March 9,
1999.

e One hospital, owing $833,124, is on a quarterly payment plan and is current on payments.
e One hospital, owing $227,087, is delinquent on payment. The hospital filed for Chapter 11
bankruptcy in February 1999. The Division has scheduled meetings with hospital personnel and

their attorneys to discuss these obligations.

e One hospital, owing $3,684,484, closed in 1994 and DHCFP is participating in a legal dissolution
of the assets.

e The compliance liabilities for the remaining 19 hospitals have been liquidated.

b) Unnecessary Free Care Payments Were Made to Community Health Centers (CHC): The prior

review disclosed that DMS, contrary to 117 CMR 8.04(2), did not request the medical record numbers of

all patients being billed under the UCP each month, by the Community Health Centers. The report stated
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that because DMS did not enforce its own reporting requirements, no mechanism existed to compare the
medical record numbers of patients of the UCP and the Center Care Program to identify and eliminate
duplication, and as a result, DMS could not be assured that CHC’s were not billing UCP and the Center
Care Programs for the same people.

Our follow-up review revealed that the criteria for determining eligibility for free care at acute care
hospitals and freestanding community health centers have been revised under DHCFP Regulations.
According to 114.6 CMR 10.04(3)(b)(3), a patient enrolled in programs administered by the Department
of Public Health such as Center Care, Children’s Medical Security Plan or Healthy Start and who meets
the UC Pool Free Care income eligibility criteria may be eligible for Free Care for those Medically
Necessary Services not covered by these programs, provided that the patient completes a condensed Free
Care application and provides the hospital or community health center with a copy of his or her
membership card. For example, a patient could qualify for primary and preventive care under the Center
Care program and also qualify for Free Care for any impatient services that the patient needs at the
Community Health Center. In addition, the new regulations also provide for certain standards and criteria
for determining patients eligibility for free care and for the notification to patients of the availability of
free care and public assistance programs. Specifically, hospitals and community health centers must
screen patients for other sources of coverage and potential for eligibility in governmental programs before
approving them for free care. Hospitals and community health centers are required to document the
results of each screening. If a patient is enrolled in MassHealth on the date that the service is provided,
the hospital or community health center may not bill the UCP for that service. Therefore, for any patient
requesting Free Care, hospitals and community health centers must check the Division of Medical
Assistance eligibility verification systems to determine the patient’s MassHealth enrollment status. If the
acute hospital or community health center determines that a patient is potentially eligible for Medicaid or
another governmental program, said hospital or community health center shall encourage the patient to

apply for such program and shall assist the patient in applying for benefits under such program. A
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patient, who declines to apply for another governmental program may apply and, if eligible, be approved
for Free Care.

c) Unassessed Surcharges Resulted in Approximately $740,000 in Lost Revenue to the UCP: The

prior review disclosed that, contrary to General Laws, Chapter 118F, Section 15 and 117 CMR 7.04,
DMS did not assess surcharges to any hospitals that were delinquent in paying their UCP liabilities for
fiscal year 1995. We recommended that DHCFP, as the new administrator of the UCP, assess surcharges
to all hospitals that are delinquent in payment of their UCP liabilities. In addition, we recommended that
documentation be maintained by DHCFP for all waivers granted to those hospitals having financial
difficulties. Our follow-up review revealed that the DMS regulation, established for enforcing UCP
liability payments by assessing surcharges to hospitals for liabilities that were outstanding in excess of 45
days, was rewritten by DHCFP. In the new regulation, 114.6 CMR 11.04, the term surcharge is now
known as penalties and interest, as the definition of surcharge, under Chapter 47 of the Acts of 1997, has
taken on a new meaning.
The new regulation is summarized below:
a) A 1.5 % penalty will be assessed on the outstanding balance on the due date and an additional
1.5% penalty against the outstanding balance and prior penalties each month that a hospital
remains delinquent;

b) Partial payments will be credited to the current outstanding balance, then to the penalty amount;

c) DHCFP may waive or reduce the penalty after considering the hospital’s payment history,
financial situation, and relative share of payments to the UCP;

d) DHCP may extend payment schedules due to financial hardship of a hospital pursuant to certain
criteria; and

e) DHCP will notify the Division of Medical Assistance to offset payments on the claims of
hospitals or surcharge payers in the amount owed to the UCP, if such entities fail to make
scheduled payments and/or maintains an outstanding obligation to the Pool for more than 45
days.

As a result of these revised regulations, several payment plans were implemented and outstanding

liabilities to the UCP have consistently decreased since July 1996. As of the date of our audit, only one

hospital is delinquent. This hospital has declared bankruptcy under Chapter 11 in February 1999 and
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DHCFP has scheduled meetings with hospital personnel and their attorneys to discuss their obligations to
the Uncompensated Care Pool fund.

2. Improvements Needed in Monitoring and Auditing Controls over Hospitals and Community Health
Centers

Our review of controls over the UCP disclosed inadequate controls by DHCFP in the formal
scheduling and performance of reviews and on-site audits of the participating hospitals and community
health centers. Specifically, we found that only one limited scope audit of a hospital had been conducted
of the 77 participating hospitals, with the audit report not issued as of the date of the completion of our
field work. In addition, we noted that DHCFP had only performed limited scope audits of three of the 31
community health centers, with only two of the reports issued.

Under 114.6 CMR 11.00, Administration of the UCP, the division may audit data submitted by
hospitals and community health centers to ensure accuracy and that the division may adjust reported Free
Care to reflect any audit findings. Under 114.6 CMR 10.00, the hospitals and community health centers
are responsible for determining and documenting eligibility determinations of all patients that have
applied for, and been approved for, Free Care. Hospitals and community health centers, in addition, are
required to screen patients for other sources of coverage and potential for eligibility in governmental
programs before approving them for Free Care.

The Audit, Compliance and Evaluation Group (ACE), within the Division of Health Care Finance and
Policy, is responsible for conducting the auditing of the hospitals and community health centers that
receive reimbursement from the Pool.

As a result of the lack of auditing controls by DHCFP over the claims for reimbursement by hospitals
and community health centers, DHCFP does not have the necessary assurance as to:

a) whether the hospitals and community health centers have the required eligibility controls in place
to provide reasonable assurance that only those eligible are receiving Free Care.

b) the propriety of costs used in computing the payments from the UCP to the hospitals and
community health centers.
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We were informed by the Director of the Audit Compliance and Evaluation Group that all audit work
is scheduled and assigned by the Pricing Policy, and Financial Group, and therefore is not within the
direct control of the unit. An organization chart provided by DHCFP showed an audit group consisting of
17 staff auditors, nine managers or supervisors and one director.

Management officials have also stated to us that regulations took longer to implement than expected
upon the creation of the DHCFP, and that plans are in the process to perform desk reviews and field
audits of the hospitals and community health centers, based on regulations which became effective
October 1, 1998.

Recommendation:  In order to improve the management of the UCP, ensure that payments to

hospitals and community health centers are based on the best data available, and that only those eligible
for the Pool are receiving required medical services, we recommend that DHCFP:

a) Schedule and conduct reviews and or audits of all hospitals and community health centers that
receive payments from the Pool.

b) Remove the audit function from the Pricing Policy and Financial Group and set it up as a more
autonomous unit so that it may conduct the necessary reviews.

Auditee’s Response: At the exit conference held on September 28, 1999, the Executive Secretary

of the Division of Health Care Finance and Policy indicated that the Division was in agreement

with the audit results as presented.
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EXHIBIT I

Glossary of Definitions Used in Auditor’s Report

Allowable Free Care Costs - A hospital’s total allowable Free Care Charges multiplied by its cost to
charge ratio.

Allowable Medical Expenses - Family medical bills from any provider that, if paid, would qualify as
deductible medical expenses for federal income tax purposes. Unpaid bills, for which the patient is
still responsible, incurred prior to or after the date of the free care application, may be used. Paid
bills, incurred after the date of the free care application, may also be included in the allowable
medical expenses.

Ambulatory Surgical Center - Any distinct entity that operates exclusively for the purpose of
providing surgical services to patients not requiring hospitalization and meets the Health Care
Financing Administration requirements for participation in the Medicare program.

Bad Debt - An account receivable based on services furnished to any patient which (a) is regarded as
uncollectible, following reasonable collection efforts consistent with regulations of the DHCFP,
which regulations shall allow third party payers to negotiate with hospitals to collect the bad debt of
its enrollees, (b) is charged as a credit loss, (c) is not the obligation of any governmental unit or the
federal government or any agency thereof, and (d) is not free care.

Center Care Program - An ambulatory managed care program that offers primary and preventive
health care services to low-income, uninsured adult patients of independently licensed community
health centers, administered by the Department of Public Health, pursuant to MGL, ¢.111, and s24H.

Charge - The uniform price for a specific service charged by a hospital or community health center.

Community Health Center - A clinic which provides comprehensive ambulatory services and which
(@) is licensed as a freestanding clinic by the Massachusetts Department of Public Health pursuant to
MGL c.111. s.51; (b) meets the qualifications for certification or provisional certification by the
Department of Medical Assistance and enters into a provider agreement pursuant to 130 CMR
405.000; (c) operates in conformance with the requirements of 42 USC s254(c), and (d) files cost
reports as requested by DHCFP.

Compliance Liability Revenues - Amounts paid by hospitals into the Uncompensated Care Trust
Fund pursuant to St.1991, c 495, and s.56.

Cost to Charge Ratio - A percentage used to determine the Pool’s liability for each hospital. The ratio
is the sum of each hospital’s inpatient reasonable costs and actual outpatient costs, divided by the
hospital’s gross patient services revenues.

Disproportionate Share Hospital - Any acute hospital that exhibits a payer mix where a minimum of
sixty-three percent of the acute hospital’s gross patient service revenue is attributable to Title XVIII
and Title XIX of the federal Social Security Act other governmental payors and free care.

Emergency Bad Debt - The amount of uncollectible debt for emergency services which meet the
following conditions: (a) the patient must be uninsured for the services provided; (b) the patient must
have received Emergency Care as defined below; (c) the patient’s condition must be determined by
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the responsible physician to require Emergency Care, as defined in 114.6 CMR 10.02 and in the
Hospital’s Credit and Collection Policy; and (d) the hospital establishes that appropriate collection
action was taken pursuant to written approved Credit and Collection policies that in compliance with
114.6 CMR 10.05 and 10.009.

Emergency Care - Medically necessary services provided after the sudden onset of a medical
condition, whether physical or mental, manifesting itself by acute symptoms of sufficient severity,
including severe pain, which a prudent lay person would reasonably believe is an immediate threat to
life or has a high risk of serious damage to the individual’s health. Conditions include, but are not
limited to those which may result in jeopardizing the patient’s health, serious impairment to bodily
functions, serious dysfunction of any bodily organ or part, or active labor in women. Examination or
treatment for emergency medical conditions or such other service rendered to the extent required
pursuant to 42 USC 1395(dd) qualifies as emergency care for Pool purposes.

Family - The patient, spouse and any minor dependents living in the household, and unborn children.

Family Income - The sum of annual earnings and cash benefits from all sources before taxes, less
payments made for alimony and child support.

Federal Poverty Income Guidelines - The Federal Poverty Income Guidelines published annually by
the federal Department of Health and Human services.

Free Care - Unpaid hospital or community health center charges for medically necessary services to
(1) patients deemed financially unable to pay, in whole or part, for their care, pursuant to regulations
of the DHCFP; (2) uninsured patients who receive emergency care in a hospital emergency room or
who receive other hospital care associated with such emergency care services, for which the costs
have not been collected after despite reasonable efforts in accordance with DHCFP; and (3) patients
in situations of medical hardship in which major expenditures for health care have depleted or can
reasonably be expected to deplete the financial resources of the individual to the extent that medical
services cannot be paid, as determined by regulations of the DHCFP.

Gross Patient Service Revenue - The total dollar amount of a hospital’s charges for services rendered
in a fiscal year.

Medically Necessary Service - A service that is reasonably expected to prevent, diagnose, prevent the
worsening of, alleviate, correct, or cure conditions that endanger life, cause suffering or pain, cause
physical deformity or malfunction, threaten to cause or to aggravate a handicap. Or result in illness or
infirmity. Medically necessary services shall include inpatient and outpatient services as mandated
under Title XIX of the Federal Social Security Act. Medically necessary services shall not include:
(a) non-medical services, such as social, educational, and vocational services, (b) cosmetic surgery,
(c) canceled or missed appointments, (d) telephone conversations and consultations, (e) court
testimony, (f) research or the provision of experimental or unproven procedures including, but not
limited to, treatment related to sex-reassignment surgery, and pre-surgery hormone therapy, and (g)
the provision for whole blood; provided, however, that administrative and processing costs associated
with the provision of blood and its derivatives shall be payable.

Non-Emergency Bad Debt - Bad debts resulting from non-emergency services or from patients’
liabilities after insurance (co-payments, deductibles, and disallowed services) which do not qualify
for reimbursement from the Pool.
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Private Sector Charges - Gross Patient Service Revenues attributable to all patients less Gross Patient
Service Revenue attributable to Titles XVIII and XIX, other publicly aided patients, Free Care and
bad debt.

Shortfall Amount - The difference between the sum of Allowable Free Care Costs for all hospitals
and the revenue available for distribution to hospitals.

Surcharge Payor - An individual or entity that pays for or arranges for the purchase of health care
services provided by acute hospitals and ambulatory surgical centers; provided, however, that the
surcharge payor shall not include Title XVIII and Title XIX programs and their beneficiaries or
recipients, other governmental programs of public assistance and their beneficiaries or recipients, and
the workers compensation program established pursuant to Chapter 152.

Uncompensated Care - The sum of reported net free care and net emergency bad debt.

Urgent Care - Medically necessary services provided in a hospital or community health center after
the sudden onset of a medical condition, whether physical or mental, manifesting itself by acute
symptoms of sufficient severity (including severe pain) that a prudent lay person would believe that
the absence of medical attention within 24 hours could reasonably expect to result in: (a) placing a
patient’s health in jeopardy, (b) impairment to bodily functions, or (c) dysfunction of any bodily
organ or part. Additionally, urgent care services are provided for conditions that are not life
threatening and do not pose a high risk of serious damage to an individual’s health.
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